Report to the Office of the Secretary
United States International Trade Commission

State of Alaska Comments on:

U.S. — Chile Free Trade Agreement: Potential Economy Wide
and Selected Sectoral Effects

Investigation 332-434

The proposed Free Trade Agreement (FTA) between the United States and Chile may
exacerbate the economic and social demise of Alaska’s coastal communities and dislocate an
entire US industry composed of over 10,000 private businesses. Furthermore, it will remove
an important nutritional food choice, wild Alaska salmon, from the American consumer.

For the past three years, the Alaska salmon industry has encountered significant difficulties
moving product into the domestic market. US producers are finding orders reduced or
severed altogether. The industry is competing directly with a low-cost, farmed salmon from
Chile. After providing a policy background describing the State of Alaska’s position
regarding the FTA, this paper reviews the quantitative data regarding the current situation
and the potential effect of a FT'A with Chile. The paper will also provide qualitative
information, in part from testimonials of Alaskan processors, regarding the impact of the
glut of cheap, imported farmed salmon into the US.

Policy Background

The State of Alaska is strongly committed to free trade. The State recognizes that free trade
strengthens economies and leads to increased political stability on an international level. In
our state, international trade is very important to the health of Alaska’s economy, with
seafood being Alaska’s number one export. The Alaska seafood industry, and therefore
trade opportunities, is of critical significance to Alaska’s rural economies, Native Alaskan
communities, and the state as a whole.

But free trade means more than reducing tariffs to zero, and more than reversing non-tariff
barriers. It also means creating an equal playing field between two nations in terms of
environmental, labor and other relevant regulations. Regulatory compliance is expensive, as
every Alaska fisher can testify. Regulations add costs to every step of the fishing process
from record keeping to monitoring, from the design of facilities to limitations on harvests.
When regulatory requirements of one nation far exceed those of another, free trade is not
obtained by simply eliminating tariffs or other trade barriers.

The opposite is created: free trade is distorted and what results is an invisible system of
subsidization where the nation with lower regulatory standards subsidizes their producers by
not requiring them to meet what we in the United States view as essential environmental and
labor standards. Under such a circumstance, which well describes the competition between
Alaskan and Chilean salmon, trade is not free; it is subsidized. American fishers and
processors are at a government-enforced disadvantage.
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Governor Tony Knowles’ letters to Ambassador Zoellick, US Trade Representative sent in
January and February of this year, followed by the testimony delivered by the State of Alaska
in April to the International Trade Commission, pointed out that there are significant costs
of production required to be internalized by Alaska salmon producers, with no or little
comparable requirements on Chilean farmed salmon producers. This allows Chilean salmon
to be marketed in the U.S. at much lower, subsidized, prices. The Governor wrote that the
State of Alaska was asking that the USTR seek, through the FTA, a level playing field
between Alaska and Chilean salmon producers regarding compliance with and enforcement
of environmental and other pertinent regulations. (Please see the State of Alaska’s
Testimony of the State of Alaska Regarding the U.S.-Chile Free Trade Agreement: Advice
Concerning Probable Economic Effect Investigation No. 332-430)

The large number of state and federal salmon production requirements and resulting costs
borne by the wild salmon industry in Alaska must be recognized. Detailed in the State’s
written testimony, they regulate:

Fishery management

Processing operations

Waste management, air quality and other environmental impacts of processing
Worker and industry safety

Taxation

The State of Alaska has identified forty different sets of federal and state requirements with
which Alaska salmon producers must comply.

A clear example is that Alaska is mandated by its state constitution and federal laws to
manage its fisheries in a sustainable manner. As a result, Alaska utilizes a world-class
fisheries management system that has earned the first-ever certification by the Marine
Stewardship Council as a sustainable fishery.

Providing this level of sustainable resource management creates significant costs for Alaska
salmon producers. There are operating restrictions caused by limited fishing seasons, narrow
hours of the day for fishing during those seasons, and quotas for how much fish can be
harvested. These constraints require fishermen and processors to delay harvesting and
processing operations. Yet they must still pay their boat crews, processing workers and
other staff; must meet all regulatory requirements and made permit, fee and tax payments;
and must maintain state-of-the-art processing facilities located in highly remote areas of
Alaska.

In contrast, the Chilean aquaculture industry has not been required by the Chilean
government to address the same environmental impacts as are occurring in other fish
farming nations, and internalize the costs of doing so. Rather, the Chilean government is
reported to be promulgating regulations that will speed up the growth rate of the aquaculture
industry by shortening the license application process.

It is unfair and of huge economic and social consequence to Alaska if the proposed U.S.-
Chile Free Trade Agreement does not address this inequity — that in Alaska, environmental
and other regulatory costs are reflected in the price of its salmon but in Chile, where there
are serious environmental impacts caused by the salmon farming industry, the price of
Chilean salmon in the U.S. does not include those or other regulatory costs. Without a
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leveling of this playing field, the Chilean salmon industry will continue to provide salmon
products, including organic salmon as is forecast, at record low prices to the US market and
prevent viable Alaska salmon producer participation.

This will put additional pressure on salmon processors to curtail and close operations in
remote Alaska Native communities which are economically, socially, and culturally reliant on
salmon harvesting and processing.

If the intent of the proposed trade agreement with Chile is to foster free trade while meeting
USTR’s responsibility to “...promote the rule of law and defend the rights of U.S. workers,
farmers and businesses...” (Mission of the Office of the U.S. Trade Representative, as
indicated on the agency’s website) only one action within the FT'A is possible: ensure that
Chile is meeting its obligation to erase the “invisible” subsidization of Chilean salmon. To
say that since there are no tariffs on imported salmon from Chile and not have the FTA
address the invisible subsidization issue, is to shift to Chile, a foreign country, the
responsibility delegated to the U.S. Trade Representative to “promote the rule of law and
defend the rights of U.S. workers” and businesses. That is not the best way to promote free
and unsubsidized trade.

At the time that the Draft Environmental Review (DER) was published in November 2001,
the United States had not tabled text for the FTA regarding labor or other environmental
obligations. Both Parties were said to be carefully considering how these issues could be best
addressed in the context of the FT'A.” (IV. Regulatory Review of the Draft Environmental
Review, page 46). However, despite being close to the conclusion of the negotiations, the
DER did not give alternative positions the U.S. is considering “in which the potential trade
agreement can complement U.S. environmental objectives” (ER Guidelines — General
Principles). The DER also did not identify approaches for achieving environmental benefits.
There was nothing in the current DER allowing public review of this very important issue
arena; an arena which the State of Alaska officially put on the table during the scoping
process.

The State of Alaska is not asking for placing tariffs on the Chilean salmon imports as a way
of addressing the tremendous volumes coming into U.S. markets. Instead, it is asking for a
level playing field of production costs, and the State is pointing to leveling the playing field
in the environmental area - in terms both of regulations and enforcement, as the best place
to begin. Therefore, the State’s review of the environmental portion of the U.S.-Chile FTA
must be a key aspect of the FT'A process, as indicated in the Guidelines of an Environmental
Review. Without the opportunity for the State of Alaska to see and comment on the
proposed environmental obligations within the FT'A, the State cannot be assured that the
rights of Alaska seafood harvesters and processors are being defended, as is the mission of
the USTR and supported by the purpose of an Environmental Review (mandated by
Executive Order 13141).

Quantitative Analysis of United States-Chile Free Trade Agreement
The huge supply of imported Chilean farm salmon into the United States has a direct and
devastating effect on salmon fishermen, processors and coastal communities of Alaska.
Market data shows that low cost production standards in Chile result in lower prices of
salmon in the US market. Further, the Chilean farmed salmon industry is capable of mass
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producing high-value products at a rate beyond the existing capacity of the Alaska’s industry
and in excess of market demand. The continued and increased importation of cheap,
farmed salmon, will eventually decimate an already crippled US industry. A free trade
agreement that does not address the existing imbalance between the two competing
industries is inadequate.

Alaska Salmon Industry Structure

The Alaska salmon industry is a resource extraction industry coupled with great distances to
markets and thousands of potential buyers. As such, there are several layers of participants.
The duties of these participants in bringing these wholesome and natural products to the
American consumer are as follows:

» Harvester: The harvester, or fishermen, works on the water to extract the salmon
from the ocean. The harvester handles the fish until it is delivered to a tender, or
processor. In 1995, 9,859 salmon fishermen earned $485 million. In 2000, there
were 8,590 fishermen who witnessed their earnings fall to $276 million. That
earnings value fell to just over $200 million in 2001.

» Tender: Vessels positioned in remote fishing grounds that take fish from fishermen
and ship them to processing facilities. In 2000, there were over 1,200 tender/packer
vessels registered with the State of Alaska.

» Processors: Operations that process the fish. Processing can include removing the
head and entrails (head and gutting), canning, fillet production, roe recovery, etc.
Much of the processing that occurs in Alaska is called primary processing.
Secondary processing products include fillets, smoked, and other creative products.
Secondary processing occurs in Alaska, Washington and other stages of the
distribution chain. In 2000, there were an estimated 250 large or small canning or
processing operations registered with the State of Alaska. There is also a significant
amount of processing capacity in Washington State.

» Distributor: Operations that moves the fish from the processor to the retail outlet
or food service buyer.

» Retail Store: Outlets that sells product directly to the consumer for end use in the
home.

» Food service: Includes restaurants, institutions, cafeterias and other, which prepare
food for consumption at that location.

» Broker: Intermediaries that assist in moving product to the market.
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In the Alaska salmon industry, the harvester most often absorbs lower prices charged to the
end consumer. Costs associated with all phases of operations, energy, fuel, insurance, labor,
etc., for any of the participants, are relatively stable, other then to increase with inflation or

Alaska Salmon
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changes with unrelated global factors. The cost that can adjust with the least amount of
resistance is the cost of the raw material. The cost of raw material, or fish, is reflected in the
ex-vessel value' paid to the harvester by the processor. Figure 1 provides a graph with the
statewide ex-vessel value in comparison with the wholesale value” for each year. Trend lines
demonstrate the downward pressure for both values. The mark-up value for a wholesaler
(processor in our earlier description) is consistent from year to year, falling under a range of
175 — 250%. This demonstrates most of the impact from changing market prices for salmon
is absorbed by the harvester.

One factor that affects overall earnings as listed in Figure 1 is the total harvest of salmon,
which can vary significantly from region to region each year. Until 1998, salmon was price
elastic, meaning that fluctuation in supply changed price conversely. However, as farmed
salmon production outpaces Alaska wild salmon production and began moving massive
amounts of product to the market in forms beyond the capacity of Alaska’s industry, the
price of Alaska salmon became inelastic.

! Ex-vessel value means the dollar per pound that a hatvester receives from the tender/processor. Taken in its entirety, it reflects the gross
earnings for the harvester sector.

2 Wholesale value denotes the total earnings of the companies that initially purchase salmon from the harvesters. The value reflects
earnings for the salmon product in whatever stage of processing it might have been when it left the initial processor’s ownership.
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As Figure 1 indicates, money paid to fishermen in Alaska has fallen considerably. When the
ex-vessel value falls below a break-even point for a harvest operation, that operation can no
longer continue operating. When the harvesting sector is no longer able to harvest at a
profit, entire product lines will be removed and the associated businesses and industries will
be adversely impacted.
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Figure 2. Statewide prices for salmon by species.

This attrition of harvesters is already occurring. Figure 2 demonstrates the statewide average
price per pound for each species. All species, less chum salmon with its increased value
from a strong roe market, are undergoing strong downward pressure. In the more remote
Western Alaska, the prices are lower than under Figure 2. In these salmon dependent
regions, the price is often too low for harvesters to breakeven. In 2001, the Bristol Bay ex-
vessel price for sockeye was $.40/Ib. Most harvesters did not make any money.

Like any other business with multiple product lines, seafood harvesters and processors
typically have a stake in several different commercial fisheries. Spreading investment and risk
over multiple species decreases financial risk associated with normal fluctuations in stocks
and market prices. A multi-species operation also realizes synergistic benefits that enable
operators to participate in fisheries that would not otherwise be viable.

Salmon is an important component of most Alaska processors’ and harvesters’ portfolio of
operations. The combination of declining export markets and lack of access to domestic
markets not only creates hardship for salmon fisheries but also decreases the viability of
multi-species operators.

In remote areas of the state, salmon provides the necessary scale of operation to support a
processing plant. Residents then have a buyer for other species such as herring, halibut, cod
and crab. If salmon becomes an unviable proposition, the plant must close and there will be
no buyer for any commercial-harvest seafood in the area. This is particulatly acute in rural
Alaska, where the vast majority of communities have no road access. The cost of air freight
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is prohibitive and the only viable solution to cost-effective market access is by bulk
shipment, such as a barge.

Alaska Salmon Production
Alaska salmon hits the market in many product forms. There are five distinct species of

salmon that tend to find different markets. Table 1 provides the species and the most

common product forms.

Table 1 Product Forms (Markets)
Headed and
Species Whole Dressed gutted Canned | Fillet/steaks
Chinook (king) Canada, Japan, US, | Canada, Japan, Canada, Japan, US, Canada, US, US
Europe US, Europe Europe Europe
Coho (5ﬂver) Japan, Canada, Japan, Canada, Japan, Canada, Not common | US
Europe, US EBurope, US Europe, US
Sockeye (red) Japan, US, Canada | Japan, US, Japan, US, Canada Canada, US
Canada Europe, US
Chum (dog) Canada, Japan, US, | Canada, Japan, Canada, Japan, US, Europe, UsS
Europe US, Europe Europe China, US
Pinks (humpy) Canada, Europe, Canada, Europe, | Canada, Europe, US Canada, Not common
US Us Europe, US

1. Whole — fresh or frozen in its entirety

2. Dressed — internal organs are removed. Head remains.

3. Headed and gutted — Head and internal organs are removed.

4. Canned — Flesh only, or with skin and bone, are canned

5. Fillet/steaks — fish is processed to a fillet portion. Skin and bone may or may not be included.

Chilean Imports
Chilean imports of fresh and frozen farmed Atlantic salmon are flooding the US market. As
depicted by Figure 3, the sheer volume of Chilean imports into the US has increased nearly
every year since 1994. An important point captured by Figure 4 is the changing composite

of imports from dressed/head and gut form to fillet form. In 1991, the percentage of

Chilean farmed salmon imports in the dressed form was essentially 100%. As of 2000, that
number fell to 9%. While the percentage of fillet into the country was 4% in 1994, it is now
well over 90%. Fillets are entirely edible products and approximately 45% of the whole fish.
If the numbers for fillets are converted into a dressed fish equivalent, the rate of imports is
even more dramatic.

As import increases have added overwhelmingly to supply, the price commanded by Chilean
imports has dropped significantly. According to the Urner-Barry Seafood Price-Current, on
December 2001, the FOB Seattle price for a Chilean farmed raised, Atlantic salmon fresh,
skin-on, pin bone out fillet was $1.90. In contrast, in December 2000, the price was $2.80.

According to other reports, Chilean salmon and trout exports to all countries grew by 53%
in the first quarter this year over last year's first quarter. However, the price gained by those
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exports dropped significantly at the same time, with export value increasing just 3%.
Expanded sales to Europe (by approximately 38 percent) and to the U.S. market (by
approximately 24 percent) accounted for Chile’s increase in these first quarter export

numbers.

Chilean Imports
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The volume-related price drop of Chilean fillets in the U.S. marketplace has preempted
profitable and viable participation by Alaska salmon producers of consumer-ready fresh
fillets. The timing of salmon imports, particularly imports from Chile, has emerged as an
issue of concern for the Alaska salmon industry. During the last two years, an “import
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Price of Chilean Imports to US
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spike” has developed during third quarter. This is of concern to Alaska producers because
third quarter is the only quarter during which large quantities of Alaska salmon are available
as fresh product. Since timing of wild salmon harvest is beyond the control of producers and
fresh salmon has an absolute maximum shelf life of 12 days, altering date of entry to the
market is simply not an option for wild producers

Alaska salmon producers are finding intense price competition from Chilean salmon that
essentially pre-empts large scale participation in the U.S. market. Foreign salmon producers
appear to be having much the same difficulty. U.S. salmon imports have increased by more
than one-third since 1999. Chile, Canada, Iceland, Norway and the United Kingdom account
for over 95 percent of imports. Yet Chile is the only one of these five to have made
substantial gains in export volume to the U.S. during that period. Imports of Chilean
salmon to the U.S. increased 50 percent between 1999 and 2000. Canadian salmon imports
grew three percent. Volume from Iceland, Norway and the UK declined. Chilean salmon
imports comprised 43 percent of the 2000 total.

Comparing the first three quarters of 1999 to the first three quarters of 2001 shows U.S.
imports of Chilean salmon grew 108 percent while import growth from all other sources
combined was six percent. Norway, Iceland and the UK all decreased export volume to the
U.S. during the period and their collective share of the market dropped from 19 percent to

nine percent. September 2001 is the most recent data available at this writing. Chilean
salmon imports comprise 49 percent of the year-to-date total.

It is significant that Canada has lost market share to Chile during a period of strong growth
in the U.S. market. Chile and Canada are the principal suppliers of U.S. salmon imports.
Both countries enjoy the production efficiencies of large-scale operations, but Canada has a
major competitive advantage in shipping to the U.S. Canadian product can be trucked to
major U.S. population centers in a matter of hours. Chilean product must be transshipped to
Santiago, travel 4,000 miles by air to Miami, then be transshipped to destination cities within
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the U.S. - up to 2,700 additional miles to Seattle, WA. Yet, Chilean fillets are priced are
priced 25 cents per pound below BC Canada fillets FOB Seattle as of December 2001.

Chilean producers’ ability to under-price Canadian product bespeaks a competitive
advantage that transcends the “farmed versus wild” debate. Despite all the logistical,
planning and related efficiency benefits that accrue to large-scale salmon farmers and a
shipping-cost advantage, Canada is still losing U.S. market share to Chile — as are all other
significant suppliers of the U.S. imported salmon market.

Alaska salmon is committed to compete with Chilean and other sources of salmon supply to
the U.S. marketplace. However, this becomes highly problematic when increasing volumes
of Chilean imports depress prices yet Alaskan costs of production remain far higher than
those experienced by Chilean salmon farmers and processors for the reasons stated above.

Alaska Salmon Ex-Vessel Earnings o Chinook
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Figure 6

Overview of Alaska Salmon Markets

The Alaska salmon industry sells a significant portion of its product to export markets,
particularly Japan, Canada and the United Kingdom. The main species to these markets is
sockeye salmon. Sockeye is the second most abundant species of all Alaska salmon and by
far the greatest revenue producer. Figure 6 demonstrates the vast difference in earnings of
sockeye compared to the other species. It also demonstrates the declining value of sockeye.

For many years, sockeye production was mainly frozen head and gut or dressed for the
Japanese market, or in the can for the Canadian or European market. With the blossoming
of farmed salmon in the 1990s, and particularly with the development of the Chilean
industry, farmed salmon importts into Japan and Europe grew at incredible rates. In
contrast, Alaska market share dramatically declined due to lower price farmed salmon
imports in Japan and the collapse of the Japanese economy. Figure 7 demonstrates the
imports of all salmon and trout into Japan from 1992 through 2000. The data demonstrates
that sockeye purchases fell more than 50% during that time, despite increased consumption
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of salmon and trout in Japan. This information is supported by export data provided on
Figure 8, which compares sockeye head and gut exports against total sockeye harvests.
From 1994 through 2000, the percentage of sockeye harvested that went to the Japanese
market declined from 61% to 38%.

Japanese Salmon Imports, May-April
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Figure 7. The bottom bar is Alaska sockeye salmon. It has fallen from 100,000 metric tones in the 1992 —93 selling year to 50,000 in 2000-
2001. All other Alaska salmon fits into the category “Other wild” just above. The rest of the salmon or trout shown is farmed salmon. Data
from Institute of Social and Economic Research, University of Alaska-Anchorage.

With dwindling Japanese markets, traditional processors shifted production into the can
market. Unfortunately, demand for canned sockeye is not growing and this creates a glut of
this product form on the market. Increased inventories of frozen and canned sockeye lead
to increased costs for the processors. With increased inventory costs, along with declining
orders of salmon and/or having to match the price of farmed salmon, the value to
harvesters fell considerably.

With the decline in these
traditional markets,
sockeye salmon

Percent of Sockeye
Frozen/Fresh Export
of Total Sockeye

Total Sockeye
Total Sockeye Harvests

Frozen/Fresh Exports

producers have been Year (Pounds) (Pounds)* Harvests
working on developing 1994 291,900,000 179,027,041 61%
the US market and 1995 350,490,000 191,130,189 55%
higher valued products. 1996 310,450,000 166,881,256 54%
The number of firms 1997 188,560,000 108,014,412 57%
that are processing high 1998 127,950,000 59,166,845 46%
1999 247,410,000 93,988,326 38%
value salmon products 2000 206,350,000 79,385,474 38%

increased while the
number of processors
selling primary

*Japan market in excess of 90% of this total each year.

Figure 8 highlights the decline in the Japanese market for Alaska sockeye.
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%o change in Companies Processing % change in Companies Processing Fillets (any % change in Pounds of Fillets (any
Species Dressed/H&G, 1990 - 199 form), 1990 - 1999 form), 1990- 1999
Sockeye -16% 236% 1516%
Chinook -12% 620% 184%
Coho -16% 200% 59%%
Chums 32% 343% 2124%
Pinks 57% 175% 6657%
Table 2

processed products generally declined. Table 2 shows the decrease in companies selling
salmon in the more basic product forms (dressed for 1990 and head & gut for 1999), the
increase in firms processing fillets, and the percentage change in the pounds of fillets from
those processors. It is important to note that these processor figures do not include
secondary processors who may have purchased a fish whole or dressed and further
processed it into smoked, fillet or some other innovative product forms.

While sockeye is beginning to make attempts to move into the US market, it will find
increasing resistance from low price farmed salmon. Data demonstrates that the other key

species, chinook, coho and chum, have long held markets in the US. Preliminary estimates
show for certain species, upwards of 50% or more of the total production went into the US
market.” This information, coupled with data that shows increases in processors and total

value-added production, demonstrates that the Alaska salmon industry is working to match
the products that Chile is currently flooding in the US market.

19
19%
19%6
1997
198
199
200

Chinook Coho Chum
Estimate Estimated Estimated
COAR Bpoted  dUS % of QOAR Bxported us % of Bxported us % of
Pounds Product Product Producion| Pounds Product Product  Production| COARPounds  Product Product - Production
799107 763235 3> 494 5351015 2637446 27136 51% 6771299 3140188 P31 4%
1050472 797559 2529 2494 3697469 2471042 12264 3% 10118334 3404189 67141 66%
733981 447165 2918 34 2796448 1687700 11087 40% 8620751 3784837 48449 56%
946952 421527 524 5504 1495001 7.863.79 7086 4™ 7264863 3367189 BVI77 A%
804925 341913 4630 58% 2003252  11,14743 8885 4% 8933245 3180433 5758 64%
585880 31413 2717 4694 1893891 1745715 1482 8% 10648437 4576414 60720 5%
44987 171977 2730 6204 1806393 1534939 2715 1% 12171799 6040428 61314 5%
Pounds in thousands

Table 3 COAR Pounds indicates the pounds reported sold on the Alaska Department of Fish & Game’s Commercial Operator’s

Annual Report. This report generates the wholesale value, product form and volume sold for the “first purchase” processors.

Qualitative Analysis of United States-Chile Free Trade Agreement

2001 was the most difficult season for the Alaska salmon industry in sometime. The
staggering increase of Chilean farmed salmon imports brought unseemly low prices. In the
most dramatic cases, Atlantic salmon were reportedly hitting the US market at $.95/1b for
boneless/skinless fillets. Reports of $1.50/1b for fillets became routine throughout the
summer. The ex-vessel price for a pound of coho, without any processing, was $.59 in 2000.

3 Factors that may change this number include markets for secondary processors and reduction of total pounds
from further processing.
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High quality coho coming from a troller in Southeast Alaska is expecting at least $.90/1b for
their raw product. With low prices from farmed salmon, processors are rapidly losing US
markets to farmed salmon.

Processor Testimonials

The following testimonials from Alaska processors concern the effects of farmed salmon on
their US markets and other related topics. Processors are not identified here, although can
be provided with the application of confidentiality rules.

Mid-size Southeast Alaska Processor — November 2001

“We have been reviewing some of the problems we have had from last season, one of the
concerns that we have is that we always had a window for fresh salmon sales, starting in
spring and early summer, we have watched those important fresh markets dry up because of
farmed salmon availability, and the delivered price that we have to compete with.

We developed fresh salmon markets for the late spring and early summer. We have had
grocery store chains on the west coast that we have always been able to count on for that
important fresh salmon orders. They have either cut back their orders or cancelled all
together.

Alaskan salmon is having a very difficult time in the market place, both domestic and export
markets seem to be enjoying a cheap supply of farmed salmon and other seafood products.
There is a desire to have Alaskan products, as long as we can supply as cheap as farmed
products that are being imported.

Alaskan Salmon is desired but not always accepted because of price differences in farmed
salmon and wild Alaskan salmon, Silver (cohos) were a very difficult sell because of price
comparisons, some markets show very little interest because of price differences. We already
sell salmon cheaper than they can be produced. New markets really I don't think is the

answer or for that matter a problem, as much as, how can we produce products as cheap as
farmed fish.

I have to wonder if imported salmon are produced with all the strict guidelines and codes
etc. that we follow, when you start looking at wage comparisons, insurance, and other labor
related issues I have to ask whether or not the we have a fair playing field with imported
competition.

Most of the time we can’t even begin to supply products without absorbing unacceptable
losses.”

Large Processor with operations in Southeast Alaska, Gulf of Alaska and Bristol Bay,
November 2001

“Here is the short list that we can see from lost sales. The list is much larger.

* Leverocks - Southeast - Skinless/Boneless portions

* Iceland Seafoods - Mid-Atlantic - Skinless/Boneless portions

* Winn-Dixie - Southeast - 100% Fresh Atlantics, in the past 1.0 plus frozen H&G
* Charles Lewis - Southeast - H&G

* Pathmark - Northeast - H&G
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* Safeway - Mid-Atlantic - H&G
* Giant - Mid-Atlantic - H&G

* King Soopers - Denver - H&G
* Kroger - Texas - H&G

* Dominicks - Chicago - H&G”

Mid-Size Processor from Cook Inlet, October, 2001

“We have received the death knoll of the salmon industry. At this point in time I could not
sell a coho salmon for a profit if the fishermen gave them to me for free because cheap
farmed salmon has flooded the market. I do not have the answer to our problem but unless
we find relief we are no longer in the wild salmon business. How can the Chileans produce
for so much less than us?? I do not believe they can. They must be dumping.

It is a well known fact that Farmed Chilean Coho and other farmed salmon is killing wild
Alaskan fish in the marketplace everywhere in the United States. In many cases I am hearing
of farmed salmon at unbelievably low prices. Chilean Coho fillets were as low as $1.15 fob
Seattle. I could not produce a pin bone out Salmon Fillet landed in Seattle for that price even
if I did not pay a cent for the fish. These fish must be being dumped at below cost. It’s the
only thing that makes sense. Talk about impact. I turned fish away from the fishermen
because I could not handle their production at any price. We are being killed here by foreign
competition.

We cannot enter any new domestic salmon market because they are all buying farmed
salmon.”

Small Bristol Bay processor, December 2001

“Currently we are involved with a retailer that has moved from a high margin / low volume
strategy to a value oriented / high volume one. At this writing we are currently right in the
middle of losing market share as a result. Itis clear that farmed salmon is extremely cheap,
and this strategy fits right in with anyone who is interested in moving large amounts of
volume at a low margin. We have found this in practically every market in America. With
loose labeling laws we do not have the convenience of distinguishing the farmed and wild
varieties to the point that we would like. In fact, most retailers would prefer that the average
consumer not know the difference between the two species.

With the proliferation of farmed Steelhead, the pressure increases even more when trying to
differentiate wild sockeye. In one case that I am familiar with the retailer was able to label
farmed steelhead as wild sockeye! Currently many stores are substituting farmed steelhead
because of its dark red color. If it looks like sockeye, for half the price, and the consumer
can’t distinguish the difference, there is a big opportunity for the retailer to increase their
margins. IN FACT MOST RETAILERS ARE NOT AWARE OF THE FACT THAT
THERE IS NO COMMERCIAL HARVEST OF WILD STEELHEAD IN THIS
COUNTRY. LET ALONE CONSUMERS!

This is perhaps the most difficult component to marketing wild salmon in the United States
today. With the availability of farmed product, most retailers simply want to carry that single
variety and not be bothered with wild product. Yes, we have been denied entry to markets
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in the mid-west, Northeast and West Coast because of this development. It is the reality of
the market place and makes our job extremely difficult to carve out a niche.

Most retailers are enjoying the huge profit margins generated by cheap imports; “It’s a profit
pipeline, don’t step on it!” seems to be the mentality. One of our developing accounts in the
Northeast will not let us sell our product into their markets because they are importing
Scottish Salmon and simply don’t want wild variety primarily due to our inability to compete
on pricing. Again, they fear an uprising if their customers really knew how farmed salmon
was raised and the true environmental cost of bringing the product to market.”

Small, mobile processor, December 2001

{To the question have you lost marfkets to farmed salmon?} <1 worked all winter on a project to
market my boneless red fillets to Costco. Thousands were spent on packaging. When I
finally got my meeting with Costco, the buyer informed me that they had just taken on a
Kirkland Brand farm salmon freezer case item, and they couldn't have 2 freezer case items of
salmon. Their product is from Canada.

{To the question, have you found it difficult to enter any US marfket because of the availability of cheap
Sfarmed salmon imports?} “Bashas in Arizona, Outback Steak house......ahhhhh, the list is too
long to list”

... {discussions of other problems and solutions} All soutces for good R&D seemed to have dried
up, and so will Alaska's fisheries. The first to go will be the Western areas and the AYK.
The plague will move south and east until there is no one left standing. The only way to
change this ugly picture is for our State to make some smart moves and loosen some laws
and a little R&D money for guys like {name of businessman}. 1If the State doesn't pay it out for
R&D, it will pay it out for welfare. Build some roads, and airport or two, support new
technology, and we will beat out the farm guys. We have a product that will out sell them 50
to 1, but we have to learn how to harvest it right, process it right and finally market it
right........... Start by supporting the Chignik proposal for a cooperative allocation.”

Mid-Size, Processor in Southeast, October/December, 2001

“This is huge issue {#rade sanctions on Chile}, with international trade implications for the
Federal government. I really would not know where to begin to describe my position. Of
course, from a gut and self preservation level, if we could increase the Chilean's producers
costs with a tariff, it could help the ailing wild salmon industry, and I'd support it.

My guess, however, is that the salmon consuming public will get outraged when they are told
that instead of paying $1.50 per pound of salmon that they now have to pay $3.00 because
we need to protect Alaska's wild salmon industry. There could even be a huge backlash
against our "wild Salmon" especially since most people don’t know that there is a wild vs.
farmed salon issue. It means little to them.

Also, many people have joined the pool of salmon consumers as a result of the low low
prices we see today, and they did so because they felt they could afford it. Salmon
consumption has doubled in the US in the past few years, and a lot of this can be attributed
to the Chilean farmed salmon imports.
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I feel it is our duty as a State to increase our educational campaign to consumers and make
them aware of the value and benefits of consuming Alaskan salmon. ASMI does this, but is
very limited in its impact due to its budget. It will take a lot of money accomplish this
education in the US, and I really feel that it is time for the State to get back into the funding
of ASMI's marketing programs and allocate some funds to do this.”

I used to sell a lot of unsliced cold smoked salon to the cruise ship companies coming into
Alaska. I developed that market in the eatly 80's and about 1993, I lost it because 1 could
not compete with the low prices being offered to them for smoked salmon of farmed origin.
To put prices in perspective, in 1984 I sold unsliced cold smoked sides of Coho for §7-§8
pet pound on larger volumes. Today, I can't get that business at $6.00/1b quotes, and my
costs have done nothing but go up since 1984. Basically in the smoked business, the price
difference between farmed and wild has magnified (grown even broader) than in the
fresh/frozen business.

If it is hard to compete on the fresh/frozen market, it is even harder as you add more value
to the product and compete. That price differential magnifies as more value is added.
Relatively speaking, it is easier to compete with fresh/frozen salmon than with smoked or
portioned salmon against the farmed salmon.

Everyone is always willing to discuss using our wild salmon instead of farmed, but they want
it at a cheaper price than what they are currently paying. This is because we cannot deliver
fresh everyday, and often, the recovery from wild salmon is lower than for farmed, so you
can’t blame their reasoning. Yet, we all know the costs for putting wild Alaskan salmon onto
the market is higher than the cost for farmed salmon....it's really a joke, and it's nationwide,
not region specific.”

Mid-Size Processor in Cook Inlet, November 2001

“There is no question in my mind that we, in the Alaska wild fishery, have been severely
impacted by the dramatic increase in farmed salmon imports into both the U.S. and Japanese
markets. Even thought I am not an expert on the pricing and costs of raising farmed
salmon, I don’t’ think it takes much of a mind to see that the farmed operations are dumping
in the US and other countries of the world in order to gain market share and to squeeze the
wild fish producers completely out. We are an easy target because of our inefficiencies and
inconsistencies in production. I firmly believe, however, that the Alaska salmon industry can
survive if we can find ways to adapt, value-add and to become much more cost effective in
our production facilities. As a precursor to industry change, however, we need to instill the
will to survive in our U.S. Trade Representatives minds and the minds of our State officials.
The farmed operations didn’t get to their size by just seizing the moment and deciding to be
a presence in the world-wide salmon arena. Officials in Chile, Norway, Scotland, Ireland
and Canada saw tremendous opportunities in the salmon industry and helped in planning
and funding their fledgling industries in order to grow. The outcome of those plans and
financing is now bearing the fruit of jobs, income growth and civic pride. We can do the
same in Alaska but we are going to need a lot of help in order to get back on our feet in
terms of cooperation between the fishers, processor, State of Alaska and U.S. officials. A
big task certainly, but not an impossibility.”
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Small Processor in Southeast, December 2001

We are a small Alaskan seafood processor that has spent the last several years retooling our
operations to become more efficient, cost effective and therefore more able to meet the
challenges due to the advent of farmed salmon.

Despite our marketing effort of “wild” and MSC (Marine Stewardship Council) certifed
sustainable salmon. We are always combating the “cheap” price of imported farmed salmon.
For example, we typically pay our hook and line fishermen $.70 to $1.10 per pound for troll
caught Coho Salmon. If we turn this salmon into fillets we will yield a 62% recovery from a
dressed head on salmon. The cost of material before labor, transportation, packaging or any
overhead costs is $1.12 to $1.77 in raw material alone!

I have had customers tell me that they can get fresh farmed Coho Salmon fillets for less than
$1.60 LB. FOB Miami. In order to compete with the Chileans we would have to pay
American fishermen less than .251b to just break even for frozen. If we sold it fresh, we

would need American fishermen to pay us a dime for every pound of filleted salmon we
sold!

Our value added facility sells smoked Coho salmon sides, portions and pieces. Now, even
farmed Coho is moving our product off the shelves with prices that are unrealistic to
compete. We only hang on to those stores that “must” carry our more expensive Coho
because it is wild. However, this a minority and our market is thus limited. Our margins are
not good.

The Chileans are dumping infected fish that will die if they do not immediately get rid of
them. This onslaught of diseased fish (although safe for human consumption) is one reason
why salmon farm dumping disrupts the precarious supply and demand for the American
market for salmon. Since there essentially is no market or fishery for “Wild” Atlantic
salmon, Alaskans were able to differentiate our species from previous forms of farmed
salmon. Now that the Chileans have concentrated on growing and marketing “Coho”
salmon it has virtually made our “WILD AND NATURAL” market disappear.”

Large Processor with operations in Southeast, Alaska Peninsula, Bristol Bay, December 2001

We have lost some significant business to Chilean imported salmon. We had been selling to
several ethnic restaurant groups who specialize in buffet-style presentation. Total annual
tonnage was about 350,000 Ibs to two of these. That business has now been taken over by
Chilean product.

We believe that this may be only one of a number of similar cases. Often times our
customers are reluctant to state exactly why they are eliminating or cutting back on
programs. So we are left with suspicions but difficult to confirm. In the case of these ethnic
restaurants we know with certainty why we lost the business.
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Other business affected by Chilean imports:

1) Reprocessing business - our sales have remained stagnant while our customers tell us that
they are selling more and more Chilean fillets and portions. Unquantified amount but we are
not getting our share of the growth of that business.

2) Exporter - One of our largest USA customers exports our fillets to European smokers.
This business has begun to shrink. Customer says that our markets are being taken away by
Atlantics from Chile.

3) Reprocessor - One large customer for minced salmon is now buying less wild and more
Chilean products and them mixing them. Unquantified amount but in the range of 500,000
pounds.”

Coastal Communities of Alaska

Experiences of processors are invaluable to understand the current situation. The brutal
market realities faced by processors are having devastating effects on coastal economies of
Alaska, particularly where the vast majority of fishing activity is centered around salmon. In
2001, there were several labor disputes that included two prolonged harvester strikes. The
strikes, which occurred in the Alaska Peninsula and Chignik fisheries, were over low prices
offered by processors. Millions of dollars were lost in both of these fisheries.

Perhaps the greatest demonstration of economic disaster occurred in Bristol Bay. Bristol
Bay has the most abundant run of sockeye salmon in the world. This summer the price
offered to hatvesters fell from $.65/1b in 2000 to $.40/1b. At that price, even vessels that
harvested above average quantities of fish were unable to breakeven. For harvesters who
come to Bristol Bay from beyond the region, it meant not having enough money to even pay
for the airfare to and from the Bay. However, for region residents, many of whom rely on
the fishery for their sole income, it meant no money to pay for heating fuel, food and
supplies for the winter months.

Solutions to the Crisis

The despair demonstrated in this document does not signal the end of Alaska’s wild salmon
industry. The State of Alaska is committed to assisting this industry to find ways to compete
in this globalized, dynamic sector of the market. The industry has its own inefficiencies that
are and will continue to be addressed in the coming years. These areas are generally
recognized as over capitalization, inconsistent product quality, poor market diversification,
aging product lines and capacity, high freight and other input costs, and lack of capital. This
industry is working to solve its problems, but to do so successfully, it must find a level of
relief from this alarming level of inexpensive imports from Chile. The rate of increase is too
fast to adapt in a timely manner and some assistance at the federal level is necessary.

Conclusion

This fall, Governor Tony Knowles declared Western Alaska an economic disaster due to the
collapse of the price of salmon. While aid agencies work to mitigate the damage of these
collapsing economies, there is only so much that can be done. For this industry and
dependent economies to survive, tremendous effort will need to occur within the industry
and in the marketplace. The proposed free trade agreement between Chile and the United
States does not acknowledge the crisis within the Alaska salmon industry. In reviewing
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material from the US Trade Representative, there appears to be no acknowledgement of the
dilemma. While the State of Alaska does not know if the USITC will have an impact on the
FTA, it is clear that the federal government has a compelling interest and obligation to assist
this industry.
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